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The devastation left by Hurricanes Katrina and Rita in the
Gulf Coast communities of Louisiana, Mississippi, Alabama
and Texas was severe and unprecedented in our nation’s his-
tory. I traveled recently to the region with Treasury Secretary
John W. Snow, Labor Secretary Elaine L. Chao and Social
Security Commissioner Jo Anne B. Barnhart to assess both
the near-term and long-term economic needs and to discuss
the work the Commerce Department is doing to aid in the
economic recovery of the region.

These storms have been devastating to lives and liveli-
hoods, and we know that together we will heal. As the President has said, we will roll up our
sleeves and go to work. We will build up again, better and stronger than what was swept away.

The Economic Development Administration has played a key role in the long-term
economic recovery efforts following natural disasters. Now, EDA will make available more
than $8 million for Alabama, Louisiana, and Mississippi to help their respective state and local
governments begin to plan for economic recovery.

With these funds, the governors of these states can begin a critical examination of the
damage to their state economies, and begin to work with the business community, including
Chambers of Commerce and other local development foundations. The states can also hire the
best firms in the development business to draft an overall economic recovery and development
strategy. Some of you will be a part of this important effort.

I thank all of you in advance for the contributions that you will make to the long-term
economic recovery efforts for this important region. Working together, we can and will restore
the region as the economic driver it has always been.

Thank you for your commitment and service to our country.
Carlos M. Gutierrez

U.S. Secretary of Commerce
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Rising to the Challenge

Advising Change to 40-Year-Old Federal Policy

President, Council on Competitiveness, and Chairperson,

Strengthening Americas Communities Advisory Committee

At first, our task seemed daunting.

In April 2005, U.S. Secretary of Commerce Carlos M.
Gutierrez appointed 17 accomplished individuals to an
Advisory Committee, with the charge of reviewing the rec-
ommendations of the Strengthening America’s Communities
Initiative and providing the Secretary with our thoughts on
the proposal. In essence, our mandate was to advise first
steps in updating current federal economic and community
development policy and programs, which in large part, have
not changed for 40 years.

It would be an understatement to describe Committee
members’ backgrounds as diverse; we are state and local offi-
cials, private-sector economic development practitioners,
and leaders of community-based and research organizations.
We come from 16 states and the District of Columbia, repre-
senting urban and rural regions, and a wide range of
resources, strengths and needs. Indeed, it became clear upon
looking around the table at our first meeting in Fresno,
California, that this group could articulate firsthand the eco-
nomic and community development challenges facing our
nation.

Despite our diversity, we quickly agreed on several princi-
ples: The primary goal of economic development — securing
an increasing standard of living for all citizens — has not fun-
damentally changed; community development and economic
development are integrally linked; and there is no “one size
fits all” solution for helping distressed communities and
regions across the nation build prosperity.

After two additional public sessions and several months
of research, deliberation and dynamic discussion, I am
pleased to report that we reached consensus on a roadmap
for directing future economic and community development
policy. The resulting recommendations, set forth in the fol-
lowing report and presented to Secretary Gutierrez on June
21, 2005, are offered as our vision for ensuring the prosperity
of America’s communities and regions in the 21* century.
The recommendations fall into three categories: 1) bringing

federal policy into the 21"
century; (2) targeting need
and responding to opportu-
nity; and 3) assuring flexibil-
ity, accountability and
results.

The updating of federal
policy is so extensive as to
require a new vocabulary for
21* century community and
economic development,
bringing to light concepts of globalization, regionalism, com-
petitiveness, innovation, and entrepreneurship. These con-
cepts, detailed in the report, pave the way for the broadening
context in which federal policy must be set. They also pro-
vide suggested guideposts for communities and regions to
use as they begin focusing on the critical elements to innova-
tion-based economic growth in a globally competitive world:
talent, investment, and infrastructure.

There is no question that the playing field is leveling;
America will have to work harder than ever before to main-
tain its position as economic world leader. America’s ability
to successfully compete in the global marketplace will be
determined by the strengths of its regions.

Just as we compete in the world marketplace, so too must
we compete at home. Economic and community develop-
ment funds can no longer be provided exclusively on the
basis of 40-year-old formulas. Rather, we must challenge
each community and region by creating a system that
rewards innovators and the visionaries while providing for
those communities that truly need a helping hand.

Therefore it is my great hope that with these recommen-
dations, our common goal of securing an increasingly higher
standard of living for all citizens will be more attainable in
the 21 century than at any time in our history.

* %k
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Executive Summary

Globalization has fundamentally transformed the American economy.
Regions — defined by economic rather than political boundaries —
are the new building blocks of prosperity.

The drivers of economic growth are changing, dramatically
and swiftly, bringing knowledge, innovation, and entrepre-
neurship to the forefront. As a result, our regions are com-
peting globally in a fierce race for talent, capital, investment,
skills, and expertise.

While the drivers of economic growth have changed, and
while economists have discovered a host of new strategies
that offer extraordinary potential to help regions compete
globally, our nation continues with policies, organizational
structures, and investment
strategies built for a past era.

Current federal economic
development policy — which
largely assumes a homoge-
neous, industrial economic
landscape — has not changed
for 40 years. The degree to
which America’s regions and
communities can successfully
compete in the global market-
place will determine whether
residents of these regions will
live in an environment of need
and scarcity or one of abun-
dance in the decades ahead. In
short, given that the nation’s
economic health is inextrica-
bly linked to the competitive-
ness of its regions, a national
dividend will accrue from fed-
eral investments that strength-
en regions and the communi-
ties that exist within.

The Strengthening America’s Communities Advisory
Committee

A response to this need for change is the Strengthening
America’s Communities Initiative (“the Initiative”),
announced in February of 2005 as part of the FY 2006
Budget Request of President George W. Bush. The
Strengthening America’s Communities Advisory Committee
(the “Committee”) was appointed to advise the U.S.
Secretary of Commerce on policies, principles, and guide-
lines associated with the implementation of the Initiative.

The Committee focused its attention on policy considera-
tions and basic principles that should guide the reorganiza-
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tion of federal economic and community development pro-
grams. The Committee did not assess or evaluate which fed-
eral programs would be best to consolidate, the individual
performance of existing programs, or an appropriate level of
appropriations for the Initiative.

The Secretary appointed Committee members to serve
for a two-year period, and asked the Committee to submit a
report of initial reccommendations within three months.

Over the past several months the Committee held meet-
ings in Fresno, California,
Kansas City, Missouri, and
Clearwater, Florida, and
worked by teleconference to
accomplish this end. In addi-
tion, subcommittees convened
work sessions throughout this
process.

Summary of Findings, Guiding
Principles, and
Recommendations

During its early deliberations,
the Committee quickly recog-
nized the need to revisit funda-
mental policy issues, and
therefore focused its primary
attention on implementation
policies not on implementa-
tion procedures and processes.
Its reccommendations take into
careful consideration the histo-
ry of economic development
policy and programs in the United States, the evolution of
economic and community development thinking, and the
challenges and opportunities posed by the 21st century econ-
omy.

As a framework for deliberations and for this report, the
Committee organized its work into three categories: findings,
guiding principles, and recommendations. Findings represent
statements of the nation’s current state in economic and
community development policy and thinking. Guiding prin-
ciples represent common beliefs, evolved from the findings,
which illuminate the path to assisting communities and
regions to achieve competitiveness in a global economy.
Recommendations are specific actions that the federal gov-



ernment should consider to align federal policies and invest-
ments with 21st century economic imperatives.

By the Committee’s third meeting in Clearwater on June
2, 2005, three very clear themes — or areas of recommenda-
tion — emerged: Bringing Federal Policy into the 21st
Century; Targeting Need and Responding to Opportunity;
and Assuring Flexibility, Accountability, and Results. (See
Figure 1: Recommendations At-a-Glance.)

Bringing Federal Policy into the 21" Century

In the 21" century America’s communities will derive eco-
nomic strength by acting and partnering regionally to com-
pete globally. Innovation and entrepreneurship are the twin
engines for wealth creation and a rising standard of living.
Regional competitiveness needs to be the underlying strategy
for federal economic and community development policy.
Communities must act regionally to be competitive in
today’s world. To reach their full potential, communities
must collaborate with other communities and with private
and public partners (e.g., businesses, civic organizations,
chambers of commerce, national laboratories, research and
education institutions, foundations, nonprofits, regional
developers, etc.), on economic strategic planning and growth
initiatives and their implementation. Ideally, all American
communities and regions should adopt innovation-based
strategies to remove barriers to economic growth and to
increase their competitiveness in an era of globalization.

Because this is so important, long-term strategy develop-
ment should be the first use of federal assistance for any
community receiving assistance, as well as a prerequisite for
follow-on aid. In addition, federal policies and actions
should be reviewed for their impacts on the sustainability
and competitiveness of economic regions.

Targeting Need and Responding to Opportunity

The eligibility and allocation of federal resources must also
be better targeted to communities and regions of high dis-
tress. Potential for improvement exists in all communities,
but it must be identified and acted upon. Targeting need has
declined under the long-standing and current formulas,
which the Committee recommends updating to incorporate
new measures and indicators of the relative strength of a
community and region.

The Committee has also concluded that competitive chal-
lenge grants constitute a better mechanism than formula
grants for maximizing scarce resources, assuring accountabil-
ity, and achieving results. Over time, challenge grants should
become the most prevalent model for federal assistance to
distressed communities. The Committee recommends that
the federal government set a goal to transition most federal
assistance to competitive grants within the next ten years. To
ensure that distressed communities are equipped to compete
for these grants as the transition proceeds, significant techni-
cal assistance and support for capacity-building must be
made available.

Regarding eligibility for assistance, this report recognizes
that community development is a dynamic process; commu-

nities will not be in a constant state of distress. Every year
some communities will have succeeded to the point they no
longer require federal assistance. At the same time, it can be
expected that other communities may weaken due to shifts
in the global economy, major plant closures, and even natu-
ral disasters, and these communities may then qualify under
the eligibility profile.

Assuring Flexibility, Accountability and Results

Federal economic and community development programs
need to be consolidated for access, efficiency, and accounta-
bility. The federal role should clearly be one of catalyzing and
supporting actions that are led, directed, and implemented
by regions and communities. One of the many benefits of
consolidation is better coordination at the federal level,
where programs are dispersed across many departments and
agencies. Assistance must also be made flexible, easily accessi-
ble, and strongly tied to performance, results, and measura-
ble outcomes.

The changes recommended in this report must be imple-
mented in ways that minimize disruption to participants in
current programs. The Committee urges provisions for a sig-
nificant transition period for the shift from current pro-
grams now providing assistance.

Leadership in Action

During agreement deliberations, Committee members also
had the opportunity to learn about initiatives across the
country that are transforming the economic landscape and
growing prosperity. These initiatives encompass new
alliances that cross jurisdictional lines, build public-private
collaborations, and utilize universities and community col-
leges as full partners in building regional economies. Several
of these initiatives are shown at the conclusion of the report.

Summary

While the Committee’s recommendations are offered as a
roadmap to the prosperity future, and “challenge and
change” are the overarching themes of this report, the
Committee has concluded that the fundamental goal of com-
munity and economic development has not changed: the
goal of securing an increasing standard of living and greater
opportunity for all citizens. With these recommendations, it
is hoped that this goal will be more attainable in the 21*
century than at any time in the past.
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Figure 1: Recommendations At-a-Glance

In the 21 century America’s communities will derive economic
strength by acting regionally to compete globally. Innovation and
entrepreneurship are the new engines for job creation, produc-
tivity, growth, economic prosperity, and healthy communities.

e Establish regional competitiveness as the overriding goal for
federal economic and community development policy.

*  Review all federal policies and regulations for their impacts
on the sustainability and competitiveness of economic
regions.

*  Require long-term, innovation-based, regional economic and
community development strategies as a prerequisite for
follow-on federal assistance.

*  Provide significant funding of technical assistance to
regions for the formulation of innovation-based regional
economic development strategies.

*  (oordinate and consolidate workforce development programs
with economic development initiatives to drive innovation-
based economic growth.

¢ Direct federal economic and community development
resources to encourage communities to form regional
partnerships and governance models primarily based on
economic relationships, not political boundaries.

*  Promote private-public partnerships for regional
development that include educational and research
institutions, national laboratories, labor organizations,
private businesses, and government, which collaborate and
co-invest as partners in regional competitiveness.
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Federal economic and community development resources
should be focused on communities/regions of greatest need.
Potential for improvement exists in all communities, but it
must be identified. Over time, challenge grants should
become the prevailing model for federal assistance.

*  Establish regional competitiveness as the overriding goal
for federal economic and community development policy.

*  Review all federal policies and regulations for their
impacts on the sustainability and competitiveness of
economic regions.

*  Require long-term, innovation-based, regional economic
and community development strategies as a prerequisite
for follow-on federal assistance.

*  Provide significant funding of technical assistance to
regions for the formulation of innovation-based regional
economic development strategies.

*  (oordinate and consolidate workforce development
programs with economic development initiatives to drive
innovation-based economic growth.

¢ Direct federal economic and community development
resources to encourage communities to form regional
partnerships and governance models primarily based on
economic relationships, not political boundaries.

*  Promote private-public partnerships for regional
development that include educational and research
institutions, national laboratories, labor organizations,
private businesses, and government, which collaborate
and co-invest as partners in regional competitiveness.

Federal assistance for building strong communities should be
rebalanced. Assistance must be made flexible and easily
accessible, and it must be strongly tied to performance and
results

¢ Establish a cabinet-level inter-agency council to
coordinate federal community and economic development
activities and implement a program consolidation plan.
This council should identify best practices and report
annually on federal goals, investments, and results.

¢ Consolidate federal community and economic
development programs to eliminate overlap and
duplication of multiple agencies and programs providing
similar types of assistance.

*  Recognize emerging, self-defined economic regional
boundaries and harmonize federal economic and
community development regional designations across
federal agencies to make them consistent.

¢ Develop robust analytical tools and metrics to help
regions identify competitive advantages, formulate
strategies, track progress toward goals, and report on
performance and outcomes.

¢ Require and reward co-investments from nonfederal
funders, but allow exceptions to this requirement where
circumstances of high distress make co-investments
impossible. Implement a sliding scale for co-investments
for different types of economic and community
development activities.

¢ Allow subregional organizations to apply for and directly
receive federal assistance as long as the funding
requests are consistent with the long-term regional
economic and community development strategy.

*  Create effective forums for propagation and sharing of
best practices in economic and community development.

*  Partner - in the spirit of better governance on a
national level - with educational institutions and non
profit associations to provide policy makers and
practitioners continuing education and capacity building
under the new Initiative.
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The Committee’s Charge

and Process

On February 9, 2005, the President’s Domestic Policy Council
requested the Secretary of Commerce (the “Secretary”) to form the
Strengthening America’s Communities Advisory Committee (the
“Committee”). The objectives and duties of the Committee are to
provide advice and recommendations to the Secretary, and to develop
a comprehensive written report of policy parameters to assist in
implementing the President’s Strengthening America’s Communities

Initiative (the “Initiative”).

This includes advising on its legislation and regulations, and
providing other guidance. The Committee has been asked to
advise on all aspects of the envisioned Initiative, including
policy findings and declarations, eligibility, program delivery,
monitoring, and performance measures.

Appointments to the Committee were completed in April
2005. The membership of the Committee represents diverse
backgrounds and geographic regions. The Committee
includes individuals working within the private sector, state
and local officials, and individuals from community-based
and research organizations. Within the membership are indi-
viduals with expertise in global, national, and regional eco-
nomic competitiveness, rural and urban economic develop-
ment, and social and community development.
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Committee members were appointed to serve for a two-
year period, and the Committee was asked to submit an ini-
tial report to the Secretary in early summer 2005.

The Committee held its first meeting in Fresno,
California, on April 15, 2005. Additional meetings were held
in Kansas City, Missouri, on May 13, 2005, and in
Clearwater, Florida, on June 2, 2005. Between the public
meetings of the Committee, the members held administra-
tive briefings and work sessions of subcommittees. Reports
from subcommittees to the full Committee were made at the
Kansas City meeting and were submitted prior to the June 2,
2005 meeting in Clearwater. At a teleconference meeting on
June 27, 2005, the Committee conducted a final review of
this report and authorized its submission to the Secretary.

Meeting notices, agendas, and transcripts of the
Committee’s meetings are posted on the Department of
Commerce website at www.commerce.gov, where there is a
link to all the public postings for the Initiative.

Expert Testimony

The Committee was fortunate to have presentations from
outside experts at the meetings in Kansas City and
Clearwater. Their knowledge and perspectives stimulated dis-
cussion and contributed significantly to the development of
the policy recommendations of this report.

* Dr. Brian Dabson, Associate Director of the Rural Policy
Research Institute of the University of Missouri,
presented perspectives on how entrepreneurship works to
energize and evolve regional economies, and what federal
policy can and cannot do to help. While he focused his
remarks on rural America, Dr. Dabson emphasized that
many of the principles presented were relevant to all
regions across the urban-rural continuum.



e Dr. Pamella J. Dana, Director of the Governor’s Office of
Tourism, Trade and Economic Development for the State
of Florida, presented perspectives on federal policy as it
relates to state community and economic development
efforts. She discussed specific experiences in Florida’s
disaster recovery efforts following the 2004 hurricanes.

¢ Dr. Geoffrey J.D. Hewings, Professor at the University of
Illinois at Urbana, shared his perspectives on critical
trends in regional economic development. He discussed
key issues for consideration that concerned the federal
government’s role in facilitating community and regional
economic growth.

*  Ms. Julie Meier Wright, President of the San Diego
Economic Development Commission, offered remarks on
bringing innovation into local and regional economies.
She specifically cited the experiences of San Diego as it
transitioned from a community heavily influenced by
U.S. military presence. Her discussion included the
exploitation of university resources to create and evolve a
knowledge-driven economy, and how this can inform
federal policy for application elsewhere in the nation,
especially communities and regions not currently com-
petitive in the global economy.

Oral and Written Comments

At the Kansas City meeting and again at the Clearwater
meeting, the Committee provided an opportunity for public
oral comments. In addition, the submission of written com-
ments has been encouraged. All written comments received
have been forwarded to the Committee members for addi-
tional review and consideration in the report development
process.

It is important to acknowledge that a number of the pub-
lic and written comments to the Committee expressed con-
cerns about the Strengthening America’s Communities
Initiative. The most common concern was about consolida-
tion of existing programs and the possibility that this might
cause a reduction in funding or a total loss of funding for
current program recipients. While the Committee was not
charged with making recommendations on which programs
should be consolidated or on levels of program funding,
these concerns were inherently and explicitly taken into con-
sideration.

Among the Committee’s concerns was the need to
address the strengthening of families in our distressed com-
munities. The Committee recognizes that strengthening a
community economically can contribute significantly to
addressing the needs of the residents of those communities,
such as families living in poverty, separated parents, the eld-
erly, and those who are mentally and/or physically disabled.
A nearby job with a sustainable wage, increased capacity of a
community to provide social services, and the ability to have
access to high-quality day care are benefits that can make a
difference in the quality of life for the neediest members of
those communities and set them on the path from poverty to
prosperity. The Committee’s recommendation to target
resources to communities of greatest need couples this key
concern with a potential solution.

The Committee believes that the concerns raised in pub-
lic and written comments may be alleviated when more
details of the Initiative are known. Meanwhile, all comments
received by the Committee have been duly noted and are also
being forwarded to the Secretary for the administration’s
consideration.

Description of the President’s Strengthening America’s
Communities Initiative

The Strengthening America’s Communities Initiative, for
which the Committee was formed, was included in the feder-
al Fiscal Year (FY) 2006 budget proposal submitted to
Congress by President George W. Bush in February 2005.
The Initiative calls for the consolidation of 18 existing com-
munity and economic development programs to simplify
access to the federal system and to create a more efficient and
responsive delivery system. The Initiative proposes more flex-
ibility and stronger accountability measures than currently
exist in many of the programs identified for consolidation. In
addition, the Initiative proposes that federal economic and
community development funds be better targeted to com-
munities most in need of assistance.

The Initiative contemplates improved formulas for deter-
mining eligibility for need-based federal assistance. A bonus
feature has also been proposed for the Initiative, whereby
low-income communities facing economic challenges can be
awarded additional support under an Economic
Development Challenge Fund. To qualify for this bonus, a
community must show that it has taken steps to improve
economic conditions and must demonstrate readiness for
development.
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A Challenge for the

21* Gentury

The Transformative Impact of Globalization

Globalization is the widening, intensifying, accelerating, and expand-
ing impact of worldwide interconnectedness. Globalization has funda-
mentally changed economic development for regions, communities,
and nations. Regions are now competing globally in a fierce race for
talent, capital, and high-value investment across the globe.

As a result, the drivers of economic growth are also changing
dramatically and swiftly. The intensity of global and regional
competition and connectivity throughout the world will
increase rapidly in the coming years.

Yet, while the drivers of economic growth have changed,
our nation continues with policies, organizational structures,
and investment strategies built for an economic era that is
gone. It is time to align our federal economic and communi-
ty development policy with the new paradigm for regional
economic growth and competitiveness. Federal policy must
recognize that growth is likely to be driven at the regional
level, beyond the local jurisdictions that have prescribed past

efforts — and, indeed, beyond state lines. Every region of the
United States must craft a regional economic and communi-
ty development strategy to build and sustain a competitive
edge in a rapidly changing global marketplace.

Recognizing that every region is inextricably linked to
this global economy, regions must now harness comparative
advantage and create new value. Distinct economic assets
will drive this strategy, as will recognition of the market
niches that a region can tap in building new and transforma-
tional value propositions.

There are two keys to success in economic development
in this era of globalization:

The first is fueling the engines of entrepreneurship, which
focuses on the ability of firms and individuals to take fresh
ideas to the marketplace swiftly and to transform them into
new products, new services, and new business models.
According to the Kauffman Foundation, entrepreneurship
“flourishes in more dynamic and technologically sophisticat-
ed industries” and is “associated with products and services
in the introductory stage of their life cycle,” unlikely to be
found “where there are low barriers to entry.” One of our
nation’s greatest economic assets is its entrepreneurial spirit
and tangible success. Our risk-taking spirit is at the heart of
our regional prosperity.

There are hundreds of diverse examples of how entrepre-
neurship has added new energy and economic growth to
communities and entire regions across the nation. To cite a
few:

* In 1939, at a time when Stanford University engineering
graduates typically left California to begin their careers in
the East, Stanford classmates Bill Hewlett and Dave

"HUD defines community development activities even more broadly, as those including “many different programs that provide assistance

to a wide variety of grantees.”
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Packard founded Hewlett Packard. The company’s first
product, built in a Palo Alto garage, was an audio
oscillator — an electronic test instrument used by sound
engineers. One of the first customers was Walt Disney
Studios, which purchased eight oscillators to develop and
test an innovative sound system for the movie Fantasia.
The company’s success led to the formation of a micro-
electronics cluster that further evolved into the diverse
technology region called Silicon Valley.

e In the 1950s, Herman J. Russell and his father started a
construction company based on their background in the
plaster business. Today, the Atlanta-based company has
650 employees and projects that span the country. The
company is among the nation’s top ten minority-owned
businesses, according to Black Enterprise magazine.

* In 1959, a Missouri family of local entrepreneurs started
an entertainment business in the basement of Branson
City Hall, where they set up 50 folding chairs and put on
a show. The family’s persistence at this new commercial
endeavor became the basis for an entire entertainment
cluster. Today, Branson touts itself as ranking fifth on the
list of America’s favorite vacation destinations.

* In 1998, two recent graduates of North Dakota State
University formed that state’s first biotechnology
company. Aldevron, headquartered in Fargo, has grown to
50 employees and recently received a $2.4 million
contract for vaccine development.

The second key to regional success is promoting and har-
nessing innovation. Building a region’s capacity to adapt to
and create new technologies and opportunities is the under-
lying business strategy for competitive advantage. For exam-
ple, regional innovation has allowed a large section of North
Carolina to be transformed from a low-wage, tobacco-based
economy into the high-wage Research Triangle. It has
allowed San Diego to evolve from a military-dominated
community into one of the world’s top clusters of biotech-
nology. These transformations largely occurred over the last
25 years.

Our nation cannot compete globally on a low-wage strat-
egy and hope to improve economic conditions and increase
living standards for our citizens. We must be able to create
and deliver the high-value products and services that com-
mand a premium in the global marketplace. This dynamic
innovation process begins at the regional level. A National
Innovation Agenda was proposed by the Council on
Competitiveness in December of 2004. That agenda outlines
how the ingredients of innovation (talent, investment, and
infrastructure) can be the foundation for fostering new inno-
vation “hot spots” in regions across the United States.

Every region’s competitive edge in the 21" century will be
different. Therefore, federal policy must be far more flexible
in accommodating a wide spectrum of development strate-
gies. Indeed, it must be agile, it must be multidisciplinary,
and it must fuse a whole host of capabilities with a strategic
goal of focusing on the future — not on sustaining the past.

A Definition in Flux

What is economic development? What is community devel-
opment? What did these terms mean in 1940? In 1960? Do
we understand them differently today? Have the terms
become interchangeable?

Economists and social scientists agree that these ques-
tions are more easily asked than answered, but most would
permit broadly defining economic development as “a process
that influences growth and restructuring of an economy to
enhance the economic well being of a community.”" When
compared with a general definition of community develop-
ment — “activities that increase the positive outcomes possi-
ble within a community by linking individuals and organiza-
tions working toward common ends”" — the overlap is obvi-
ous. Most activities traditionally considered to be “commu-
nity development” (housing, homeless assistance, revitaliza-
tion, etc.), when successful, certainly contribute to the “eco-
nomic well being of a community.” And, conversely, increas-
ing the economic strength of a community creates new civic
resources to address a wide range of community conditions.
It also unleashes the power of the marketplace to combat
conditions of poverty and distress.

In preparing recommendations for this report, the
Committee considered the interconnectedness of community
development and economic development, as well as changes
in economics, technology, demographics, and institutions
over the past half-century. It is important to note that for the
purposes of this report, discussion of federal economic
development policy and programs is inclusive of community
development.

The federal government plays three major roles in eco-
nomic and community development: undertaking policies to
affect broad national economic objectives; administering
programs and policies that have economic consequences, but
whose ostensible purposes are not economic (e.g., defense,
transportation, environmental protection); and administer-
ing programs with the explicit goal of improving economic
conditions in states, regions, and communities.” It is worth-
while to note that one size does not fit all; communities dif-
fer widely in their geographic and political strengths and
weaknesses. Consequently, each faces a unique set of eco-
nomic and community development challenges.
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Evolution of Economic Development in the United States

The United States has a strong legacy of responding to the
economic needs of the nation, its communities, and regions.
The great majority of economic development programs —
despite the changing political and economic climate — have
remained surprisingly resilient and adaptive, and have
accordingly received general bipartisan support.” Indeed, a
review of what works is instructive in conceiving future poli-
cy, but perhaps even more so are periods characterized by
imbalances of need and available assistance, poor program
management and implementation, other inefficiencies, and
how legislation responded.

Eras of Economic Thinking

Keeping the goal of applying lessons learned at the forefront,
the Committee found it most enlightening to think of our
nation’s economic development history — as far back as
Roosevelt’s New Deal — in terms of eras of economic think-
ing. There are three such eras: Smokestack Chasing, Cost
Cutting, and Regional Competitiveness.” These represent
broad development strategies employed by federal policy,
and by states and their communities, to realize consistent
economic growth and improvement of living standards for
all citizens. Figure 2 goes further in defining these eras
according to key drivers, strategies, and keys to success.
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Industrial recruiting — often called smokestack chasing
— prevailed from the 1950s through the early 1980s, and is
best characterized by communities’ efforts to entice manu-
facturers and other large-scale businesses to set up shop.
Industrial recruitment and industrial park construction were
standard strategies aimed at building a region’s export base.
Deregulation in the 1980s spurred the second era, cost cut-
ting, which witnessed firms (especially large industrial firms)
cutting costs to remain competitive. Market-oriented strate-
gies and privatization were encouraged, and the perceived
keys to success were abundant and cheap factors of produc-
tion (e.g., land and labor). A key economic development pol-
icy shift occurred at this time, as active government involve-
ment became the responsibility of states and localities.

Globalization of markets for goods, services, capital, and
labor accelerated in the 1990s and proved to be the undoing
of both industrial recruiting and cost cutting. Regions were
forced to move away from old industries and to search for
new market opportunities, thereby ushering in our current
era of regional competitiveness. This represents a fundamen-
tal change from previous eras: regional competition relies on
innovation and entrepreneurship as the main drivers of
growth and prosperity.” It also emphasizes the importance of
every region finding a specialty niche or niches. Clusters are
one way of expressing this niche. In the past, such clusters
often represented an entire industry locating in one place.
Examples include the 19" century shoe factories of New
England. Regional niches today often include clusters, but
they are often more complex. For instance, the automotive
industry is still heavily concentrated in the Midwest, but the
industry is spread across a much wider geography. Many
auto parts now cross three state lines before final assembly.
Thus, the dynamics of regional niches need to be better
understood by both policy makers and economic develop-
ment practitioners.

While “chasing smokestacks” may be an approach that
can no longer be effective for most regions, there are always
notable exceptions. If attraction and recruitment of outside
assets or investment focuses on creation of high-value tech-
nology products and services and advanced manufacturing
activity, economic development benefits can accrue. For
example, the North Carolina Research Triangle Park develop-
ment was energized by the early-on recruitment of IBM as
an anchor for a micro-electronics cluster, and the recruit-
ment of an Amgen manufacturing operation and R&D unit
to Colorado’s Front Range in the 1990s paved the way for the
growth of a biotechnology cluster in that region. However,
the diversion of major resources from a broad-based regional
innovation strategy to a marketing and recruitment program
can hold back a region’s ability to build indigenous capacity
and execute a robust, innovation-based growth strategy.

Economists and policy makers recognize that this change
in strategy requires time for transition, as well as training. An
important part of adapting to the changes brought on by
regional competitiveness is the need to educate and train the
elected officials, economic development leaders, and profes-
sionals who formulate and implement growth strategies in
the states, regions, and communities across America.



A Historical Perspective

Advising on the federal government’s role in 21" century eco-
nomic and community development requires understanding
major characteristics of the eras discussed above, and how
federal programs have historically been employed to foster
growth within each. This section provides the necessary his-
torical perspective. (See Figure 3 for a timeline of federal
programs implemented after 1920.)

1900 to the 1950s

From the 19" century, individual states took the lead on eco-
nomic development projects — building canals and high-
ways or chartering banks — while the federal government
played an indirect role, creating land-grant universities, pro-
viding subsidies for railroad building, and so forth. It wasn’t
until the New Deal of the 1930s that the federal government
played a direct role in providing economic development
assistance to states or local authorities through grants in aid,
such as the Public Housing Program. It is important to note,
however, that the intellectual underpinning of current eco-
nomic development programs flows from the concerns of
post-World War II economic planners, who wanted to avoid
the economic downturns that seemed invariably to affect the
nation in the aftermath of military demobilization — con-
cerns reflected in the Full Employment Act of 1946.

A major milestone for the federal government occurred
with the passing of the Housing Act of 1949. This was the
first major piece of legislation aimed at unlocking economic
value in urban land by rationalizing land use patterns
through the use of eminent domain, and by providing funds
for planning, clearance, and infrastructure development.
Title I of the Housing Act, entitled “Slum Clearance and
Community Development Renewal,” created a competitive
grant program, managed through local redevelopment
authorities, that required local planning and local matching
funds.

1950s to the 1980s

After World War 1I, and throughout the 1950s, federal legis-
lation was progressively modified to allow greater program
flexibility, including housing rehabilitation. By the end of the
1960s, cities across the nation, because of their active urban
renewal bureaucracies, were receiving disproportionately
large shares of federal funds. The legacies of these projects —
in cities like New Haven, New York, Chicago, Pittsburgh, and
Boston — still structure the physical fabric of these cities.

The 1960s saw President Kennedy’s Area Redevelopment
Act of 1961, the immediate predecessor of the Economic
Development Administration (EDA) and the Appalachian
Regional Commission (ARC), which contain many of the
same program elements as did the urban renewal legislation,
including competitive grants, local planning, and matching
funds. Then in 1965, the Department of Housing and Urban
Development (HUD) was created. This decade, however, met
with mixed results in urban renewal. While there were suc-
cessful blight elimination actions, these efforts failed to revi-
talize many urban areas. Poverty and unemployment persist-

ed despite the federal investments, in part because of subur-
banization of middle-class communities, facilitated by the
interstate highway program, and impelled by continued
immigration of poor people. These experiences led to the
creation of anti-poverty programs, such as Model Cities, and
the dramatic expansion of federal funding for local social
services and community development activities.

There was notable impetus at this time to distribute
funds more evenly through a distress-based formula, and to
provide greater local control of funding. This led to the cre-
ation of the Community Development Block Grant Program
(CDBG) in 1974. The transition to CDBG provided a “hold
harmless” provision, which assured recipients of current cat-
egorical federal programs the funding level needed for activi-
ties to be completed, followed by a phase-in of formula over
several years. CDBG incorporated both the physical develop-
ment components of urban renewal and the community
development components of Model Cities." With minor
modifications to increase flexibility of local funds, CDBG
remains largely the same program today, with eligibility
based on factors of housing conditions, deterioration, pover-
ty, and population, with less than 12 percent™ allocated to
economic development. (The CDBG program formulas for
determining level of funding are now thought to need revi-
sion to better target funds to actual need. This matter is
discussed in greater detail in the Committee’s “findings”
statements.)

In the 1970s, both HUD and EDA were given new com-
petitive grant programs to administer: the Urban
Development Action Grant Program (UDAG) and the Local
Public Works Program, respectively. UDAG was essentially a
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Figure 2: Eras of Economic Thinking
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¢ Financial incentives to firms
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¢ Industrial infrastructure

Keys to Success

more flexible and competitive urban redevelopment program
that allowed the concentration of resources in larger projects,
with an economic development rather than a housing goal.
Local Public Works grew from a $2 billion to a $6 billion
effort designed to reduce unemployment. Due to dramatic
changes that occurred in the economic and political land-
scape, both programs were eliminated in the next decade.

1980s through the early 1990s

By this time states had become the locus of innovative eco-
nomic programs. Shifting from a once-narrow focus on
industrial recruitment, states began implementing new, tech-
nology-based economic development programs, best repre-
sented by Pennsylvania Governor Richard Thornburgh’s Ben
Franklin Partnership and Ohio Governor Dick Celeste’s
Thomas Edison Program. This family of programs promoted
technology commercialization, entrepreneurship, linkages
with universities, the use of nonprofit intermediaries, and
manufacturing extension services. As other states launched
pilot initiatives, the federal government assumed a catalytic
role in stimulating a new generation of public-private part-
nerships in research and development, technology commer-
cialization, and entrepreneurship. Among new public-private
partnerships, competitive federal grant programs were estab-
lished, such as: The National Science Foundations;
Engineering Research Centers (ERCs); The Department of
Defense’s Technology Reinvestment Program (TRP); and the
Department of Commerce’s Manufacturing Extension
Program and Advanced Technology Program. These federal
programs co-invested with states and the private sector to
accelerate innovation activity.

Passage of the 1980 Bayh-Dole Act, and federal technolo-
gy transfer legislation in 1986 and 1989, enabled research
universities and federal laboratories to become pivotal play-
ers in the creation of new businesses and commercial deploy-
ment of federally-funded research. National laboratories and
U.S. industry entered into cooperative research and develop-
ment agreements (CRADAS) to cost-share research and
development and jointly perform next-generation research.
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Most importantly, federal technology transfer authorities
allowed private sector companies to secure exclusive com-
mercial rights to intellectual property (IP) co-developed
under CRADAS with national laboratories. In concert, feder-
al laboratories could license laboratory-generated IP to U.S.
corporations and start-up companies for both non-exclusive
and exclusive commercial fields of use. As a result, both uni-
versities and national laboratories emerged as critical knowl-
edge and technology nodes and incubators for innovation
and entrepreneurship across regions of the nation.

Stanford University’s license of the Boyer-Cohen Patent
for genetic engineering launched Genentech, and in parallel,
global corporations such as Motorola, Kodak, Xerox, Intel,
and Goodyear targeted a new era of strategic partnerships
with national laboratory and university partners. This
regional innovation and entrepreneurship was further fueled
by strategic collaboration between university and national
laboratories joined with industrial partners such as: Oak
Ridge National Laboratory, The University of Tennessee, Los
Alamos, and Lawrence Livermore Laboratories at the
University of California. Federal, state, and private resources
invested in university and national laboratory research parks
to provide physical and business infrastructure to support
entrepreneurs and incubate new businesses across the
country.

1990s to the Present

In the 1990s HUD was given a new discretionary program
called Empowerment Zones, and EDA was also given greater
responsibilities, primarily in defense conversion and disaster
relief. Other agencies (DoE, USDA, EPA, and DoD) were
tasked with economic development programs and adopted
the historic post-World War II model: strategic planning,
matching dollars, and discretionary grants. And in the late
1990s, inspired by the enduring example of ARG, self-defined
regions proposed the creation of similar entities, such as
Alaska’s Denali Commission and the Mississippi Delta
Commission.



Today the federal government administers a panoply of
programs aimed at economic and community development.
Just inventorying existing programs is a Herculean task, and
because opinions vary on what this rubric includes, the tally
remains indefinite. In 1996, the advisory panel for a study by
the National Academy of Public Administration (NAPA)
found at least six dozen separate federal economic develop-
ment programs, in 12 cabinet departments and independent
agencies.” In 2005 the Center for the Study of Rural America
(an arm of the Federal Reserve Bank of Kansas City) con-
ducted a comprehensive review of all federal programs “hav-
ing a clear connection with economic development,” as it is
broadly framed earlier in this report, including not only
those aimed at infrastructure, but also those focusing on
workforce training, technical assistance and technology
transfer, and business development. Their total: 180 pro-
grams across 19 government budget functions (as defined by
the Office of Budget and Management), totaling $188 billion
a year — more than one out of every four federal dollars
spent.™

In summary, programs have come and gone, with grant
delivery mechanisms varying from formula-based grants to
competitive grants, with many stages between. But there has
been no fundamental change to policy or economic develop-
ment strategy for four decades. Competing in a global econ-
omy demands that policy makers understand a new geo-
graphic scope and the predominant new drivers of growth:
innovation and entrepreneurship at the regional level. The
Strengthening America’s Communities Initiative represents
the first opportunity in a generation for the federal govern-
ment to create new federal policy that supports the economic
and community development challenges and opportunities
of the 21* century.
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Figure 3: Timeline of Federal Programs That Fund Selected Economic

Development Activities

1 9205 * Fish, Wildlife and Parks Programs on Indian * Road Maintenance/Indian Roads (1928)
Lands (1921) * Economic, Social, and Political Development of the
* Indian Loans/Economic Development (1921) Territories and the Freely Associated States (1929)

1 93os » Schools and Roads/Grants to Counties (1937)

1 94os * Surplus Property Utilization (1949)

1 9505 » Small Business Loans (1953) * Certified Development Company Loans (1958)
* Watershed Surveys and Planning (1954)
1 9605 * Farm Ownership Loans (1961) * Appalachian Area Development (1965)
* Water and Waste Disposal Systems for * Grants for Public Works and Economic Development
Rural Communities (1961) (1965)
* Federal Transit Technical Assistance (1964) * Appalachian Local Access Roads (1965)
* Federal Transit/Capital Investment Grants (1965) * Appalachian Local Development District
* Appalachian State Research, Technical Assistance, Assistance (1965)
and Demonstration Projects (1965) * Highway Planning and Construction (1966)
* Economic Development Technical Assistance (1965) < Rural Housing Site Loans and Self-Help Housing
* Economic Development /State and Local Economic Land Development Loans (1968)

Development Planning (1965)

1 97os * Business and Industry Loans (1972) * Trade Adjustment Assistance (1974)
» Community Facilities Loans and Grants (1972) * Planning Assistance to States (1974)
* Rural Development Grants (1972) * Native American Programs (1974)
* Rural Economic Development Loans and Grants (1973) < Bureau of Indian Affairs Facilities/Operations and
» Economic Adjustment Assistance (1974) Maintenance (1975)
* CDBG/Entitlement Grants (1974) * Federal Transit/Formula Grants (1975)
+ CDBG/State’s Program (1974) * Indian CDBG Program (1977)
* CDBG/Small Cities Program (1974) » Community Economic Adjustment (1978)
* CDBG/Section 108 Loan Guarantees (1974) * Federal Transit/Metropolitan Planning Grants (1978)
* CDBG/Special Purpose Grants/Insular Areas (1974)  « Formula Grants for Other than Urbanized Areas
(1978)

1 9805 * Fisheries Development and Utilization Research and * Community Economic Adjustment Planning

Developmental Grants and Cooperative Agreements Assistance (1981)

Program (1980) » Community Services Block Grant Discretionary
* Experimental Program to Stimulate Competitive Awards (1981)

Technology (1980) * CDBG/Special Purpose Grants/Technical Assistance
* Public Housing Comprehensive Improvement Program (1983)

Assistance Program (1981) * Capitalization Grants for State Revolving Funds (1987)
* Joint Land Use Studies (1981) * Public Housing/Comprehensive Grant
* Resource Conservation and Development (1981) Program (1988)
* Growth Management Planning Assistance (1981) * Historically Black Colleges and Universities (1969)

* Rural Development, Forestry, and Communities (1989)

1 9905 * Emergency Community Water Assistance Grants * Brownfield Pilots Cooperative Agreements (1993)
(1990) * Empowerment Zones Programs (1993)
» Water and Waste Disposal Loans and Grants (1990) e« Airport Improvement Program (1994)
* Community Base Reuse Plans (1990) * CDBG/Economic Development Initiative (1994)
* National Forest/Dependent Rural Communities (1990) - Fisheries Disaster Relief (1996)
* Rural Cooperative Development Grants (1990) * Capitalization Grants for Drinking Water

» Community Economic Adjustment Planning Assistance  State Revolving Fund (1995)
for Reductions in Defense Industry Employment (1990) ¢ Fund for Rural America/Farm Ownership Loans

* Transit Planning and Research (1991) (1995)
* Community Outreach Partnership Center Program * Rural Business Opportunity Grants (1996)
(1992) * Rural Housing and Economic Development (1999)
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Findings, Guiding Principles,
and Recommendations

Since first convening in Fresno, California, in April 2005, Committee
members have spent many hours of careful research, deliberation,
and dynamic discussion in formulating the recommendations in this
report. Early on, the basic challenge of changing federal economic
development policy and programs became abundantly clear:
America’s communities have wide-ranging strengths, natural

resources, and differing needs.

One size does not fit all. Considering the sweeping market
changes brought on by globalization, this is perhaps truer
today than ever before. But the Committee recognizes and
strongly believes that America’s diversity is one of its greatest
and enduring assets.

The Committee recognized the seminal opportunity and
responsibility before it, namely to suggest changes to federal
policy that will assist communities and regions across the
nation in building prosperity. With that point of departure,
the Committee’s 17 members held three public meetings and
many more subcommittee work-sessions to develop the rec-
ommendations offered herein as a beginning roadmap for
ensuring America’s continued prosperity in the 21* century.

By the third and final public deliberation in Clearwater,
three overarching themes had emerged, which constitute the
policy framework for the Committee’s guiding principles and
subsequent recommendations. These themes include:

* The need for federal policy to recognize the growth of
regions, with innovation and entrepreneurship as drivers
of wealth creation and standard of living;

* The need to focus resources where need is greatest and in
areas demonstrating great potential for improvement;
and finally,

* The need to rebalance federal assistance to be flexible and
easily accessible, and tied to performance and results.

Each theme opens with an explanation of findings, or the
current state, followed by a brief discussion of guiding prin-
ciples that emerged in the Committee’s deliberations. The
guiding principles, then, constitute the building platform for
the Committee’s recommendations.

Bringing Federal Policy into the 21+ Century

The New Reality: Regions

Globalization is forcing regions throughout the nation to
find new competitive niches in new and rapidly changing
markets. While the scope is global, the focus is turning
increasingly to regions themselves, where hubs of new eco-
nomic activity are forming. The greatest success is where
partnerships have formed between public and private sectors
and among education institutions, research organizations,
chambers of commerce, community development corpora-
tions, foundations, and other non-government entities,
across and within communities that constitute a region.

Innovation and entrepreneurship are the drivers of wealth
and prosperity.

With increasing competition from across the globe, U.S.
industries can no longer rely on low-cost labor, access to raw
materials, and low-value-added products and services to
drive success. Instead, they must differentiate and create new
value to win. To succeed, U.S. firms — both large and small
— need to be more productive than their global counterparts
in the creation and marketing of complex products and
services.

Innovation and entrepreneurship are the twin engines for
creation and global deployment of high-value products and
services. Through a continual focus on new and improved
product development, U.S. industries can maintain their eco-
nomic leadership and support high and rising wages.
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Innovation within existing firms, collaboration between
firms, and the creation of new companies offer the best way
to accomplish this goal. This means that federal policy must
be tailored to assist regions as they work to improve their
environments for innovation.

The development of workforce skills is a critical component
of regional economic prosperity.

In an innovation-based economy, skilled human capital has
become the most important form of capital. Knowledgeable
and skilled people and their ability to apply that knowledge
creatively constitute the engine of successful innovation.
There has been a traditional divide between workforce devel-
opment and economic development policies and practition-
ers. This divide must be bridged in order to benefit fully
from innovation-based economic growth strategies.

Higher education plays an increasingly key role in innova-
tion and economic competitiveness of regions.

Long seen as an important tool for advancement of commu-
nities and regions, higher education must now become a full
partner in formulating and implementing regional competi-
tiveness strategies. This includes the entire higher education
continuum. Great strides have been made by community and
technical colleges since the early 1990s, as they have expand-
ed their missions to help develop labor forces, and adapted
curriculums to offer a wide variety of innovative education
and training programs and services to help rural companies
modernize, become competitive, and grow.™

These higher education assets must be assembled, aligned
with regional objectives, and managed closely with other
regional assets in pursuit of unique opportunities.

Current federal policy is tailored to another era.

As shown in the earlier, historical perspective, current federal
policy for supporting community and regional economic

development is tailored to the past century. With underpin-
nings that were developed more than 40 years ago, federal
policy remains essentially unchanged in its basic orientation
to the industrial era. Furthermore, there is no unifying pur-
pose or goal behind the vast array of federal economic and
community development programs; they exist as
“stovepipes” delinked from a prosperity strategy.

Because the basis for economic growth has shifted from
industrial recruiting and cost cutting to innovation-based
regional economic development, federal policy must also be
refocused. Opportunities for economic advancement in the
21* century may be greater than at any other time in our
nation’s history. However, if federal policy does not change,
the opportunity to transform weaker communities into
vibrant participants in growing regional economies will be
lost.

New federal policy must reflect the latest understandings
on how regional economies will survive and grow in the
coming decades, and where resources should be focused. In
turn, this will inspire communities and regions to put their
own resources behind growth strategies that are freed from
those of the industrialization era of the last century.

Figure 4 compares alternative policies for allocation of
resources to foster regional economic growth.” The inverted
pyramid on the left shows most resources directed toward
recruitment of existing businesses from other locations. The
pyramid on the right reflects the effective policy for the 21*
century, where most growth will come from a regional com-
petitiveness strategy that fosters and supports entrepreneur-
ial activity and startups. In turn, communities will derive
their economic strength by being active participants and
collaborators in formulating and acting upon a regional
strategy.

Figure 4: A Policy Framework That Supports Regional Strategies for Competitiveness
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The social purposes of federal investment are tied to the
health of regional economies.

The future economic health of our nation’s regions funda-
mentally affects the strength of communities within these
regions. It is important to grow vibrant regional economies
to raise the prosperity level of its citizens. The purpose of
federal funding should be to improve the standard of living
for all citizens. In a globalizing economy this must happen
through enhanced regional competitiveness and economic
strength. Federal assistance should have a regional focus —
not a sectoral focus — to help regions gain the capacity to be
competitive in the global economy.

Workforce development, community development, and eco-
nomic development investments should be fully integrated
into common strategies at the national, state, and regional
levels.

Economic development and workforce development institu-
tions should work hand in hand to support regional prosper-
ity. For example, traditional industries (e.g. manufacturing
and retail) now require computer use by workers, knowledge
of supply chain management, etc. Success requires that work-
ers in these industries rise to the technological occasion; they
need a workforce system that is tied to communities, that
seeks to understand local employer’s needs, and that bonds
with local education institutions to help keep students
competitive.™

Regions must be based upon economic spheres of intercon-
nected communities, not on political boundaries.

Economic regions are ideally self-defined geographic spheres
of common economic interests, assets, and challenges, and
they may include a mix of interdependent strong communi-
ties and weaker communities and jurisdictions. In all cases,
critical mass is required to compete in a global economy.
Regions should be defined to encompass a level of critical
mass of population and economic interests that allow plan-
ning and action on a regional economic agenda. What con-
stitutes this minimum critical mass or scale of activity may
vary widely across the urban and rural landscape of our
nation.

All regions should have a competitiveness strategy and the
collaborations to act upon it.

Every region should identify distinguishing competitive
advantages upon which its economy can grow in the 21* cen-
tury. From this, every region should create a customized and
flexible development strategy for competitiveness and eco-
nomic growth. This strategy should encompass what is need-
ed at the community and regional levels. Regions must find
their niche by identifying and analyzing their unique region-
al assets, whether they are human, capital, business, or infra-
structure.

Community development resources should be focused
first on building a regional competitiveness strategy. The
next step is to address critical needs in implementing this
strategy. Regions must build an infrastructure (intellectual,
digital, and physical) that can be the basis for long-term sus-
tained growth.

Regional economic and community development plan-
ning should no longer be the sole province of government.
The public and private sectors must now collaborate on
plans and strategies for economic growth of communities
and regions. For effective regional governance, the federal
government should encourage a system of simplified com-
pacts or other incentives to remove barriers and to encourage
multi-jurisdictional and inter-institutional regional coopera-
tion. Higher education and research institutions should play
key roles in forming regional cooperative partnerships, as
their participation is critical to building knowledge-driven,
innovation-based economies.

Establish regional competitiveness as the overriding goal for
federal economic and community development policy.
Review all federal policies and regulations for their impacts
on the sustainability and competitiveness of economic
regions.

Require long-term, innovation-based, regional economic and
community development strategies as a prerequisite for fol-
low-on federal assistance.

Provide significant funding of technical assistance to
regions for the formulation of innovation-based regional
economic development strategies.

Coordinate and consolidate workforce development programs
with economic development initiatives to drive innovation-
based economic growth.

Direct federal economic and community development
resources to encourage communities to form regional
partnerships and governance models primarily based on
economic relationships, not political boundaries.

Promote private-public partnerships for regional
development that include educational and research
institutions, national laboratories, labor organizations,
private businesses, and government, which collaborate and
co-invest as partners in regional competitiveness.

(See Figure 5.)
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Figure 5: The Joining of Public and Private

Sectors under Regional Governance

To succeed, regions must think and
act as regions, crossing jurisdictional
lines and spanning public and private
sectors.” Regional governance is the
method by which different entities
from the private and public sectors
come together and make decisions

as a region. (See also Glossary of .
Educational Institutions _ Regional
Terms.) Governance

Targeting Need and Responding to Opportunity

New formulas are needed.

Significant amounts of federal community and economic
development assistance are allocated with formulas that have
not changed over the years. This has resulted in inequitable
distributions of federal assistance based upon need. This
problem was clearly illustrated in the February 2005 report
“CDBG Formula Targeting to Community Development
Need,” prepared by the U.S. Department of Housing and
Urban Development, Office of Policy Development and
Research. The HUD report included an extensive analysis of
distributions of CDBG funds relative to a community’s need,
with data showing that many high-need entitlement commu-
nities are currently receiving less funding than low-need
communities.™

In reviewing this problem with the current targeting for-
mulas, the Committee concluded that traditional indicators
of community need (age of housing stock, population
growth, overcrowding, and unemployment) are not always
reliable. Current formulas do not fully represent the eco-
nomic health of a community. One example is age of hous-
ing stock. With affluent populations returning to inner-city
neighborhoods and older suburbs, one must question the
reliability of age of housing as an indicator of poverty and
need.

Given the new emphasis on economic competitiveness as
a basis for assessing a community’s strength or relative need
for federal assistance, important indicators were found to be
missing from some current allocation formulas. Indicators or
measures should include business formation, capital invest-
ment (including venture investments), levels of entrepre-
neurial activity, underemployment (in addition to unem-
ployment), poverty rate, household income, and educational
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performance. Also, commu-
nity distress due to popula-
tion shifts should be
assessed, such as that occur-
ring from rapid immigration
into border regions or from
out-migration from rural
regions.

In addition, sudden and
severe occurrences may hap-
pen in a community that
presents a need for federal
assistance. This could be a
major plant closure, a sud-
den shift in a sector of the
economy in which a com-
munity is heavily invested, a
natural disaster, or a military
site realignment or closing.

Civic Organizations

Competitive grants promote
performance and results.

Formula or entitlement fed-
eral grants tend to be treated as line items of ongoing annual
revenues for supplementing local government budgets. As
such, they are not typically seen as strategic “investments” in
building a community’s future strength, and there is less
accountability for performance and results. By comparison,
competitively awarded grants require more focused strategic
planning and action formulation at the front end, as well as
greater accountability for performance and results.

A current federal economic development program built
around competitive awards of grant assistance is the Public
Works Program of the Economic Development Administra-
tion (EDA). EDA has been recognized by governmental per-
formance analysts for its use of a matrix of measures in the
form of a “balanced scorecard” to assess performance and
results.

Targeting must refocus on need.

The greatest amount of federal community and economic
development resources must be directed to those communi-
ties and regions of greatest need. New factors need to be
included in the analysis for determining eligibility and
allocation.

To identify this potential, all communities should be pro-
vided the resources and capacity-building assistance to
engage in strategic planning for competitiveness and eco-
nomic strengthening. As previously recommended, this
needs to occur as a collaborative regional process rather than
as an insular activity of an individual community.



All communities should become development-ready.

All distressed communities should set a goal to achieve
development-ready status, meaning that a community has
taken steps to improve conditions in ways that have been
proven to develop and grow businesses and secure sustain-
able investment. The specific steps to gaining this status will
differ, depending upon community needs and assets. It can
include activities such as creating business-friendly environ-
ments, improving schools and lifelong learning, upgrading
skills, reducing regulatory barriers and costs, reducing vio-
lent crime, and initiating programs to strengthen families.
But, in all cases, it means: (1) communities joining regional
efforts to develop a strategic plan for regional competitive-
ness and economic growth, and (2) acting on this plan in
collaboration with other public and private stakeholders.

Competitive challenge grants should become the prevailing
form of assistance.

As distressed communities become development ready, com-
petitive challenge grants should become the prevailing model
for federal assistance. Through a move toward competitive
grants, the federal government can catalyze long-term, self-
sustaining economic and community development through
growth-oriented investments. Delivering assistance as invest-
ments rather than entitlements stimulates an “earn it, keep it,
grow it” approach. This will allow currently distressed com-
munities and regions the opportunity to become less
dependent upon federal grants over time — and in greater

control of their own destinies. The Committee recognizes,
however, that distress levels are dynamic; communities will
move into and out of the program based on changing or
emerging levels of distress.

Private sector economic and community development
resources must be leveraged by federal resources, with an
increased role for educational, nonprofit, and other organiza-
tions.

Distress and eligibility should not be a constant state for
any community.

Over time, communities should use federal assistance to
move up the scale of development readiness, with the goal of
attaining a level of improvement that removes the communi-
ty from eligibility under distress criteria. It should be recog-
nized that over time communities may improve to the point
that they “graduate” from a state of need and distress. This
should be celebrated and rewarded.

Conversely, it is likely that events and circumstances will
regularly cause other communities to enter a state of need
and distress. These circumstances could result from a major
plant closure, a sudden shift in business patterns or markets,
a major defense closure, contract cancellation, or a natural
disaster.

Figure 6: Allow a gradual transistion period of ten years for shifting most

formula grants to challenge grants.
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Develop new eligibility and allocation criteria to ensure that
federal economic and development funding is targeted to
communities of greatest need.

Establish criteria for assistance eligibility and allocation of
funds that include multiple measures of the relative strength
or weakness of a region or community in the global econo-
my, such as rate of new business formations,
entrepreneurial activity, homeownership rates, venture
capital investment, changes in assessed valuations,
unemployment, underemployment, population loss, poverty
rate, household income, and distress caused by migration
patterns. (Results and progress would be monitored and
reported based upon improvements in the same measures.)
Develop a new competitive challenge grant program to
provide additional funding to distressed communities. This
program will be available as a honus to those communities
or regions that have adopted innovation-based economic and
development strategies and taken action to encourage
investment and business expansion.

Provide significant capacity-building assistance to
communities that are unaccustomed to competing for
grants, to ensure a level playing field.

Establish a goal for shifting most federal community and
economic development assistance to results-oriented,
competitive grants within ten years, thereby phasing out
most noncompetitive formula or entitlement grants in favor
of challenge grants targeted to distressed communities.
(See Figure 6)
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Assuring Flexibility, Accountability, and Results

Great inefficiencies exist in the accessing and delivery of
federal resources.

Federal community and economic development assistance is
spread across a multitude of programs and agencies. The
exact count depends on precise definitions and missions.
What is certain is that multiple federal programs are funding
similar activities, creating both added burdens for communi-
ties needing access to assistance and added inefficiencies in
resource delivery.

A recent analysis by the Center for Rural America at the
Kansas City Federal Reserve found that federal assistance for
community and economic development is disbursed into
approximately 180 programs with average annual federal
outlays of $188 billion.

In 2000 the Government Accountability Office (then
called the General Accounting Office) identified 10 agencies
and 27 subagency units administering 73 programs related to
economic development. These 73 programs can be used to
fund one or more of six basic economic activities:

* Planning and developing economic development
strategies.

» Constructing or renovating nonresidential buildings.
 Establishing business incubators.

» Constructing industrial parks.

* Constructing or repairing roads and streets.

» Constructing water and sewer systems.™"

The Office of Management and Budget (OMB) has
reported that some of the key community and economic
development programs are ineffective and fail to produce or
document results and outcomes sufficient to justify the costs.
While the Committee was not asked to review the effective-
ness of any specific current federal program, including those
noted in OMB’s Program Assessment Rating Tool (PART)
analysis, the Committee has found that access to federal eco-
nomic development assistance is inefficient and cumbersome
due to the wide variety or programs, regulations, and appli-
cation processes.

For example, Florida’s communities faced considerable
challenges accessing federal assistance, including the burdens
of needing to understand the array of regulations, eligibility
standards, application processes, and deadlines for federal
programs. In the Florida example, inefficiency and confusion
about the various channels of federal assistance became espe-
cially acute during the recovery efforts that followed the 2004
hurricanes.™

Beyond Florida, much additional anecdotal information
exists regarding the inefficiencies of multiple federal commu-
nity and economic development programs. Communities
regularly find themselves weaving together pieces of federal
assistance from HUD Special Initiatives, Economic
Development Administration, USDA Rural Development,
EPA and HUD brownfields programs, and so forth. Where
multiple agencies are involved, there is often a need for spe-



cial interdepartmental agreements to identify a lead federal
agency, and this requires negotiations on which agency’s reg-
ulations will take precedence. The premium exacted by these
inefficiencies includes lost time, lost opportunities, and
greater administrative costs for the federal government and
applicant. In addition, there is great difficulty in applying
accountability and performance measures when multiple
agencies, regulations, and program guidelines are involved.

A consolidating and rebalancing of the federal role is
needed.

Access to federal assistance and application processes should
be simplified by consolidating most programs and adminis-
tering them through a single agency. For reasons of accessi-
bility, efficiency, and accountability, multiple federal agencies
should not be administering duplicative programs.

The federal role in community and economic develop-
ment should be rebalanced to be one of facilitator, with
states and localities assuming increased ownership and
accountability in identifying and investing in regional com-
petitiveness. As part of this, a sharing of risks in economic
and community development is important, so that the feder-
al government is not the sole risk taker in community and
regional efforts. Federal assistance should be part of a co-
investment plan, with other parties (state and local govern-
ments and private sector organizations) bearing risks and
accountability in achieving the outcomes.

Increased accountability for performance and results should
apply to both federal government and the recipients of fed-
eral assistance.

Federal assistance for building strong communities should be
flexible and easily accessible, and it must be tied to perform-
ance and results with outcome-based metrics.

Transparency and accountability should be the norms of
effective governance, policy development, and program
delivery. Success in economic and community development
should not be measured by traditional industrial recruitment
goals but on broader measures of economic competitiveness,
innovation, regional cooperation, capital investment, new
business formation, creation of higher-wage jobs, increased
homeownership, reduced crime, improved performance of
schools, reduced underemployment, and halted or reversed
out-migration from regions currently experiencing severe
population loss.

Establish a cabinet-level inter-agency council to coordinate
federal community and economic development activities and
implement a program consolidation plan. Identify best
practices and report annually on federal goals, investments,
and results.

Consolidate federal community and economic development
programs to eliminate overlap and duplication of multiple
agencies and programs providing similar types of assistance.
Recognize emerging, self-defined economic regional
boundaries and harmonize federal economic and community
development regional designations across federal agencies
to make them consistent.

Develop robust analytical tools and metrics to help regions
identify competitive advantages, formulate strategies, track
progress toward goals, and report on performance and
outcomes.

Require and reward co-investments from nonfederal funders,
but allow exceptions to this requirement where
circumstances of high distress make co-investments
impossible. Implement a sliding scale for co-investments for
different types of economic and community development
activities.

Allow subregional organizations to apply for and directly
receive federal assistance as long as the funding requests
are consistent with the long-term regional economic and
community development strategy.

Create effective forums for propagation and sharing of best
practices in economic and community development.

Partner — in the spirit of better governance on a national
level — with educational institutions and nonprofit
associations to provide policy makers and practitioners
continuing education and capacity building under the new
Initiative.
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Leadership in Action

The concepts and principles included in this report are already
appearing across the United States. They include alliances that
cross jurisdictional lines, public-private collaborations, and uni-
versities acting as full partners to create competitive regional
economies. This report cites just a few examples. The
Committee is aware of many more, and it commends all efforts

However, CANAMEX is more than a line
on a map or a specific highway because
people and products may enter or leave
the CANAMEX at any point. Plans call
for integrated development of the entire
CANAMEX corridor to provide extensive
benefits to the region.

to strengthen communities and regions for the opportunities of

a global marketplace.

A regional approach to job creation in central
California shows early results.

Private sector executives, the mayors of Fresno, Clovis,
and the Chair of the Fresno County Board of
Supervisors joined forces in 2003 to create the
Regional Jobs Initiative (RJI) to transform fundamentally
the Fresno/Madera regional approach to economic
development. Focusing on improving the region’s cli-
mate for innovation, business creation, expansion, and
retention, RJI includes nine industry clusters (water
technology, food processing, information processing,
etc.), and has an initial goal of creating 30,000 new
jobs within the first five years. By the end of its first
year, RJI generated 3,800 direct jobs in the nine clus-
ters, and many indirect jobs. By April 2005, Fresno
County's unemployment had dropped below double-dig-
its for the first time in 15 years during the month of
April.

In Colorado, a university-industry-city collaboration
builds a 21st century “life sciences city”

The 1999 shutdown of Fitzsimons Army Medical
Center in Aurora, Colorado, caused the sudden loss of
the city's largest employer and generator of economic
activity. The need of the University of Colorado for a
new medical campus became the basis for strategy to
colocate an academic medical center and a biotechnol-
ogy research park. The redevelopment, led by an
authority chartered by the city and university, is recast-
ing Aurora as a hub and focus for the life sciences
industry in the Rocky Mountain region. The 4,000 jobs
lost from the base closure have already been replaced
with higher-wage, higher-pay positions in teaching,
patient care, research, and private biotechnology R&D
activity. The strategy at Fitzsimons goes beyond physi-
cal redevelopment; it involves industry-university collab-
oration, business incubation, entrepreneurial support,
venture capital, and private developer investments.
Broad civic support has been a critical factor in the
launch of this ambitious endeavor. The first new build-
ing, Bioscience Park Center, opened within 15 months
after the Army’s departure; and by the start of 2005,
capital investments in the Fitzsimons redevelopment
had already reached $2 billion and employment had
reached 5,000.

Five states join to pursue CANAMEX, an economic
development initiative of broad regional scope.

The CANAMEX Corridor Project is a joint project of
Avrizona, Nevada, Idaho, Utah, and Montana, with the pri-
mary objective of developing and implementing the
CANAMEX Corridor Plan. The Plan provides areas of
collaboration by the states with the goals of stimulating
investment and economic growth in the region and
enhancing safety and efficiency within the corridor. A
comprehensive and coordinated plan will ensure the
efficient allocation of resources along the corridor nec-
essary to maximize the economic potential for the
United States, Canada, and Mexico. CANAMEX
includes transportation, commerce, and communications
components. The transportation component calls for the
development of a continuous four-lane roadway from
Mexico through the U.S. CANAMEX states, into
Canada.

Washington-ldaho cross-border col-

laboration sets a regional strategy for

economic growth.
Five years ago, five chambers of commerce in the
Inland Northwest Region formed the Regional
Chambers Alliance. The collaboration has increased
their clout and effectiveness on an agenda affecting
economic growth, transportation, water resources, and
higher education. The area's five universities have also
joined in an effort to work with the region’s business
community on a common economic development agen-
da. The Regional Chambers Alliance consists of three
chambers in Eastern Washington and two in Northern
Idaho.

In North Dakota, the vision of a U.S./Canada

research corridor takes shape.

A new partnership of North Dakota State University and

the University of North Dakota is creating a cluster of

21st century, knowledge-driven industries within the

state’s Red River Valley region. The two traditional aca-
demic rivals are collaborating

“~\

-_—
through

the A

development of

innovation centers and \

research parks in Grand Forks

and Fargo, and through joint marketing of

research resources to private industry. The

state’s Centers of Excellence initiative is put-

ting additional resources into the mix to ensure

that North Dakota's institutions of higher edu-

cation are better resourced to drive economic growth
and prosperity. The public support and university collab-
oration have inspired additional private-sector funding,
technology startups and expansions, and new relation-
ships with the nearby University of Manitoba.
University-industry specialties are forming in such areas
as nanotechnology, aerospace, energy, sensors, and
polymers.

Two small communities in Arizona are increasing
homeownership and job skills through jurisdiction-
al and educational partnerships.

In 2002 the City of Casa Grande partnered with the
State of Arizona, Pinal County, and the University of
Avrizona to help prepare a cohesive revitalization plan for
the Colonia del Sol community in adjacent Pinal County.
Colonia del Sol is significantly lacking in health and
safety infrastructure and consists of primarily older
mobile homes occupied by low-income residents. In
addition to implementation capacity, Casa Grande pro-
vided its Mutual Self Help Housing Program, utilizing
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Central Arizona College to assist families in becoming
first-time homeowners under a sweat-equity program.
The program allows an equity infusion of approximately
$20,000 for first-time homebuyers while teaching mar-
ketable skills in construction. In the last five years, near-
ly 20 percent of the program participants have moved
from low-wage service sector jobs to better paying
construction positions with benefits. Since 1987 Casa
Grande has assisted more than 400 families through
this program, giving it the capacity to begin assisting in
neighboring jurisdictions.

An aggressive regional strategy in northeast Ohio
is based upon an innovation agenda.

Northeast Ohio’s technology community has formed
NorTech to focus on business development efforts.
NorTech took up the innovation challenge, concentrat-
ing its efforts on the talent, investment, and
infrastructure needs of the region in bioscience,
information technology, electronics, nanotechnology,
polymers, and advanced materials.

NorTech has spurred the development of BioEnterprise,
whose efforts have resulted in 40 companies receiving
$154 million in investment capital since 2003. It also
launched JumpStart to help accelerate the growth of
early-stage ideas and businesses into venture-ready
companies. JumpStart has invested $1.9 million in
seven companies, with follow-on commitments totaling
$8.7 million  NorTech has also partnered with six uni-
versities to increase faculty

levels in electrical engineering

» science by
' 80 percent,
with a goal to
\ quadruple
A\ research funding by
4 2009. In addition,
NorTech has led
development of
managerial talent and
other resources to sup-
port the creation and
expansion of a region-wide
ultrabroadband network,
\ with significant invest-
ment coming from pri-
vate companies.
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Leadership in Action continued

In Wyoming the university’s market research
department is helping companies find opportuni-
ties in the global marketplace.

The State of Wyoming's economic development budget
recognizes the importance of growing business from
assets within the state. Only two percent of the
Wyoming Business Council's budget is dedicated to
out-of-state recruitment efforts, while 63 percent goes
toward community development infrastructure needs
such as water, sewer, and business parks through its
Business Ready Community Program. Recognizing the
importance of growing existing business, the state allo-
cates 35 percent of its budget on retention and expan-
sion assistance for existing businesses. The Market
Research Center at the University of Wyoming provides
basic research, marketing lists, business-to-business
contacts, competitive intelligence, demographics and
psychographics, GIS analysis and mapping, site selec-
tion assistance, customer profiling, marketing material
evaluation, and original research. Started in 2003, the
Market Research Center has gained popularity each
year, growing from b5 clients in the first year to an esti-
mated 276 in 2005. The cost of the databases and
software used to provide this research is beyond the
means of most Wyoming companies, but by leveraging
this cost across the entire state, the state is able to pro-
vide every Wyoming company with its own "in-house"
market research department, linking activity in Wyoming
to global market opportunities.

Universities collaborate with regional partners on a
scientific-entrepreneurial initiative in inner-city St.
Louis.

Three St. Louis universities are collaborating in a
regional public-private partnership to create a scientific-
entrepreneurial district in a blighted inner-city area. The
nonprofit Center of Research, Technology &
Entrepreneurial Exchange (CORTEX) is a joint venture
of Washington University, Saint Louis University, the
Barnes-Jewish Hospital Foundation, the University of
Missouri-St. Louis, and the Missouri Botanical Garden.
The City of St. Louis, the State of Missouri (the Missouri
Development Finance Board), Civic Progress, the St.
Louis Regional Chamber & Growth Association, and the
Coalition for Plant and Life Sciences are participating
with CORTEX in the construction of a $36 million,
170,000-square-foot initial phase of R&D space.
Additional support came from corporate and philan-
thropic sources. The CORTEX partnership’s vision is to
expand the district into a 50-acre zone of innovation
and knowledge-driven activity, all of it benefiting from
the proximity and involvement of research and educa-
tional institutions.

In Texas, high-pay private-sector jobs land at Kelly
Air Force Base, thanks to a locally driven joint-use
partnership arrangement.

Kelly USA is a master-planned aviation, logistics, busi-
ness, and industrial center, previously home to the Air
Logistics Center at Kelly Air Force Base. The center
has revitalized the base with existing facilities, and it has
brought significant opportunities and major employers
(e.g, Boeing and General Electric) to the south side of
San Antonio. Kelly USA remains the home of the 433rd
Air Force Reserve Squadron flying cargo aircraft and
the 149th Air National Guard flying an F-16 fighter
squadron. The USAF maintains control of the runways,
taxiways, tower, navigational aids, and the airfield. 85
percent, or 7.6 million square feet, is leased to 65 ten-
ants who have created 5,379 jobs with salaries averag-
ing more than $38,000 per year. This, plus the retention

of 7221 Air Force jobs, has provided a current job base
of 12,600 people and an economic impact of $2.5 bil-
lion/year upon the San Antonio economy. Kelly USA is
operated by a development authority formed in 1996
by the City of San Antonio.

Four states join to promote the Tennessee Valley
Corridor Jobs Initiative.

A multi-state regional economic development initiative
is linking North Alabama, East Tennessee, Southeast
Kentucky, and Southwest Virginia under an economic
competitiveness strategy. The corridor effort connects
and builds upon the science and technology assets of
communities and institutions within the Tennessee
Valley. The objective is to create and attract innovation-
oriented businesses and to generate higher-wage jobs.
The innovation assets of this regional corridor include
several research-oriented universities and the Oak
Ridge National Laboratory. This cross-border regional
collaboration has been in place for nearly a decade. The
effort is coordinated through regional economic sum-
mits, guided by a board of civic, corporate and govern-
mental leaders, and endorsed by the region’s congres-
sional representatives.

Delaware’s Technology Park extends science-
based growth across a Mid-Atlantic region.

The Delaware Technology Park (DTP), home to 42
companies at the nexus of four states, is the result of a
partnership forged by government, academia, and
industry to foster new and emerging business in the
region. By clustering high-tech businesses and provid-
ing shared services and resources, DTP extends the
reach of these businesses across the Mid-Atlantic
region and around the world.

DTP operates in partnership with the Delaware
Biotechnology Institute (DBI). DTP/DBI has become a
hub of activity for interaction between the academic
community and the growing industry cluster. And, under
the leadership of DB, a research and education infra-
structure links DBI and five other institutions, allowing
an easy sharing of ideas, facilities, education programs,
faculty resources and student mentoring opportunities.
DTP/DBI enabled nearly 12,000 new jobs in life sci-
ence in 20 new companies between 1998 and 2005.
More than $200 million has been invested, and $250
million in grant funding has been awarded to DTP/DBI.

In Georgia, a corporate-university alliance capital-
izes on research resources to build a vibrant, tech-
nology-rich economy.

The Georgia Research Alliance (GRA) was started by
corporate leaders who wanted to see the state capital-
ize on the extraordinary innovation capacity of its public
and private research universities. They believed that
business, these universities, and state government
could form a powerful alliance that would enhance the
economic prosperity and quality of life of all Georgians.
Their vision has become an internationally acclaimed
model for turning university research and development
into economic development.

The GRA partners range from Georgia’s top universities
and largest corporations to early-stage technology com-
panies. Over the past ten years, more than 100 tech-
nology startup companies have grown out of university
research and have become GRA business partners.
They are joined by dozens of established companies
throughout the state, which have benefited from access
to university research centers and laboratories and the
fostering of research relationships between industry
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and universities. The GRA also collaborates with cham-
bers of commerce, trade associations, and civic groups
to bring its programs to all regions of the state. In its
first ten years the GRA has helped to lift Georgia from
the lower or middle tier to the top tier of states on sev-
eral measures of economic vitality.

Hartford and Springfield partner across state lines
to advance a region’s economy.

In September 2000, political, business, and government
leaders of Hartford, Connecticut, and Springfield,
Massachusetts, signed a compact creating the
Hartford-Springfield Economic Partnership. The goal is
to advance the region’s economy and quality of life.
Separated by only 25 miles, the cities anchor a region
with the second largest population in New England.
The partnership helps market the region north and
south of the Connecticut-Massachusetts border along
the I-91/Connecticut River Valley corridor. The group is
dedicated to increasing cooperative efforts to position
and advance more effectively the economic progress
and livability of an interstate region, which is home to
1.86 million people, a labor force of more than 1.1 mil-
lion, 41,000 companies, 32 universities and colleges,
and more than 120,000 students. The partnership’s
latest project is the launch of an “intern here” campaign
to persuade more graduates of the region’s universities
to remain in the region by matching them up with local
employers. Through an Internet-based resource, the
project also allows area employers to find the specific
talents within the internship candidate pool.

Private industry, community groups, and public
support help Bridgeport metal manufacturers
increase competitiveness.

In partnership with the Initiative for a Competitive Inner
City, more than 200 Bridgeport, Connecticut, leaders
from industry, community organizations, and the public
sector developed a strategy that resulted in formation
of the Metal Manufacturers’ Education and Training
Alliance (META). META has improved the efficiency of
small local metal manufacturers (which together repre-
sent the second largest employer in Bridgeport)
through joint purchasing, workforce training, and lean
manufacturing. Among other results, META organized a
lean manufacturing initiative, resulting in the training of
679 incumbent workers and an increased overall profi-
ciency of 53 percent.

In Florida, a high-tech initiative has a 23-county
reach - and the backing of a wealth of partners.
Florida has established the Florida High Tech Corridor
Council (FHTCC) to attract, retain, and grow high-tech
industry and to help develop the supporting workforce
in a 23-county region served by the University of
Central Florida, University of South Florida, and
University of Florida. FHTCC partners also include
more than 20 local and regional economic development
organizations and 15 community colleges in efforts to
facilitate applied research among the universities, col-
leges, and high-tech industry partners. During its first
eight years FHTCC provided more than $40 million to
collaborations involving 215 companies and more than
550 research projects. The companies have matched
FHTCC funding with more than $80 million, generating
a total of $120 million in applied research within the
targeted industries ranging from aerospace to photon-
ics. The FHTCC also engages in strategic marketing to
cultivate technology clusters and is working to expand
workforce skills development programs.
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Glossary of Terms

The terms listed below appear in this report to describe findings and
recommendations. They are presented and defined here as the
Advisory Committee used them, which is in the context of local and
regional community and economic development.

Capacity Building

Mobilizing of individual and organizational assets from the
community and combining those assets with others to
achieve community building goals.™

In its work for this report, the Advisory Committee con-
sidered the special needs for capacity building in distressed
communities and regions for convening civic, business, and
governmental partners and collaborators to formulate and
implement strategic plans and to access resources under the
Strengthening America’s Communities Initiative. In addition,
the Committee sees an important component of capacity
building to include strengthening the skills of state, regional,
and community economic development officials to allow
them to facilitate regional governance models, strategic com-
petitiveness strategies, partnerships, actions, performance,
and accountability.

Challenge Grants

Challenge grants are competitive grants available to commu-
nities or regions that have adopted economic development
strategies and taken action to encourage investment and
business expansion. An Economic Development Challenge
Fund is a specific component of the Strengthening America’s
Communities Initiative that was proposed by President
George W. Bush as part of his FY 2006 budget request to
Congress. The initiative proposes a bonus grant program for
low-income communities facing economic challenges that
have already taken steps to improve economic conditions
and demonstrate readiness for development.

Clusters

Clusters are geographic concentrations of interconnected
companies and institutions in a particular field. Clusters
encompass an array of linked industries and other entities
important to competition. They include, for example, suppli-
ers of specialized inputs such as components, machinery, and
services, and providers of specialized infrastructure. Clusters
also often extend downstream to channels and customers
and laterally to manufacturers of complementary products,
and to companies in industries related by skills, technologies,
or common inputs. Finally, many clusters include govern-
mental and other institutions — such as universities, stan-
dards-setting agencies, think tanks, vocational training

providers, and trade associations — that provide specialized
training, education, information, research, and technical
support.

Clusters represent critical masses of unusual competitive
success in particular fields. Clusters can be concentrated in
one economic region or may spill across several regions. The
success of the cluster depends on taking full advantage of the
distinct assets and knowledge of the places involved. The
enduring competitive advantages of a region increasingly lie
in the things located within the region — knowledge, rela-
tionships, and motivation — that distant rivals cannot
match. Untangling the paradox of location in a global econo-
my reveals a number of key insights about how companies
continually create competitive advantage. What happens
inside companies is important, but clusters reveal that the
immediate business environment outside companies plays a
vital role as well. This role of locations has been long over-
looked, despite striking evidence that innovation and
competitive success in so many fields are geographically
concentrated.™

Community Development

Activities that increase positive outcomes within a communi-
ty by linking individuals and organizations working toward
common ends. The U.S. Department of Housing and Urban
Development more broadly defines community development
as being “many different programs that provide assistance to
a wide variety of grantees.” (See the section of this report
titled “A Definition in Flux” for an expanded discussion of
the meanings and uses of the terms “community develop-
ment” and “economic development.”)

Competitive Grants

Grants awarded by means of a review of relative merits of
multiple proposals, whereby grant requests proposing activi-
ties with greater impact and more certain outcomes are given
priority over requests where activities will have less impact
and less certain outcomes. Competitive grants typically
require matching funds and leveraging of nonfederal invest-
ments and job creation.
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Competitiveness

A nation’s ability to sustain and drive long-term productivity
growth and maintain a rising standard of living for all its cit-
izens.™

Competitiveness is the way communities, states, and
regions will succeed in the 21" century global economy.
Achieving economic competitiveness requires engagement
and collaboration of networks of economic, environmental,
and social assets to identify and utilize distinctive competi-
tive advantages. In an era of globalization, economic compet-
itiveness is more effectively pursued by regions of economic
spheres of common interest.

Development-Ready Community

A community that has taken steps to improve conditions to
be more attractive for businesses and investment. These steps
may be different for each individual community situation,
but in all cases they should include joining in regional efforts
to identify competitive assets and participating in the devel-
opment and implementation of a strategic plan for regional
competitiveness and economic growth.

Distressed Community

A community where indicators of economic standing show
significant weakness. These indicators may include such fac-
tors as unemployment, underemployment, homeownership
rates, business formation rates, capital investment, changes in
assessed valuations, percentage of substandard housing, out-
migration and population loss now prevalent in some rural
regions, and adverse impacts from rapid immigration preva-
lent in some border communities and regions.

Economic Development

Influencing growth and restructuring of an economy to
enhance the economic well-being of a community, region,
state, or nation and its citizens.

Entitlement Grants

Grants that are awarded by standardized formulas and not by
the relative merits, impacts, or assurance of outcomes.
Entitlement grants have been typically awarded on an ongo-
ing basis with certifications for compliance with basic regula-
tions and with no requirements for matching funds.

Entrepreneurship/Entrepreneurial Activity

The exploitation of opportunities that exist within a market.
“Entrepreneurial companies continually bring new products
and services to market, and make dramatic rather than incre-
mental changes when product modifications are required.
Entrepreneurial companies initiate actions rather than wait
for the competition to make a move. They do not avoid com-
petitive clashes, and are often the first to introduce new
products and services. They pursue riskier projects with
higher returns and greater uncertainty. They believe that
bold action is necessary to achieve lofty objectives. When
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confronted with uncertainty, the entrepreneurial company
will take the risk, refusing to be paralyzed by the fear of fail-
ure. In short, entrepreneurially oriented firms are innovative,
proactive, and willing to risk.”"

Entrepreneurs undertake a managerial role in their activi-
ties, but routine management of an ongoing operation is not
considered to be entrepreneurship. In this sense entrepre-
neurial activity is fleeting. An individual may perform an
entrepreneurial function in creating an organization, but
later is relegated to the role of managing it without perform-
ing an entrepreneurial role. In this sense, many small-busi-
ness owners would not be considered entrepreneurs. Finally,
individuals within organizations (i.e., non-founders) can be
classified as entrepreneurs because they pursue the exploita-
tion of opportunities.™

While many entrepreneurs undertake activities that do
not have huge impacts on regional growth, dynamic entre-
preneurs in high-growth industries can drive economic
growth.

Formula Grants
(See Entitlement Grants.)

Globalization

The process in which geographic distance becomes a factor
of diminishing importance in the establishment and mainte-
nance of cross-border economic, political, and socio-cultural
relations. Globalization can be thought of as the widening,
intensifying, speeding up, and growing impact of worldwide
interconnectedness.™

Innovation

The turning of new concepts into commercial success or
widespread use. Innovation is not exclusively a technological
term and can occur more broadly across a region’s economy.
Innovation can be spurred when research and educational
institutions contribute to the development and diffusion of
new knowledge, human talent, and technologies in a region.
Ideally, interconnected institutions form a system whose per-
formance is determined both by the individual performance
of each institution, but also by how they interact with each
other as elements of a collective system.™

Innovation-Based Economic Development Strategy

An economic development strategy that reflects an under-
standing of the key role innovation plays in supporting eco-
nomic growth. Such strategies would recognize that a region
and its firms compete in a global economy that is increasing-
ly driven by knowledge-based assets, rather than assets like
access to raw materials or low-cost labor. Close synonyms
would include “knowledge-based” or “tech-based” economic
development strategies.



Innovation Hot Spots

Regions where institutions foster knowledge-transfer, collab-
oration, and support for entrepreneurial startups. Innovation
hot spots combine and accelerate the deployment of key ele-
ments of the innovation ecosystem by building on cutting-
edge research, providing a training ground for next-genera-
tion innovators, creating a crossroads between researchers
and businesses, and linking innovators with early-state fund-
ing and experienced innovation mentors.™"

Knowledge-Driven Economic Development

Employing a region’s knowledge and educational resources
to gain economic advantage in the global economy.

Poverty

The most common method used to define poverty is
income-based. A person is considered poor if his or her
income level falls below some minimum level necessary to
meet basic needs. This minimum level is usually called the
“poverty line.” What is necessary to satisfy basic needs varies
across time and societies. Therefore, poverty lines vary in
time and place, and each country uses lines that are appro-
priate to its level of development, societal norms, and
values.™" In the United States, the federal government has a
set of lines, or thresholds, that are compared with families’
resources to determine whether or not they are poor. The
thresholds differ by the number of adults and children in a
family and, for some family types, by the age of the family
head. The resources are families’ annual before-tax monetary
income.

Public-Private Partnerships

Cooperative ventures between the public and private sectors,
built on the expertise of each partner that best meets clearly
defined public needs through the appropriate allocation of
resources, risks, and rewards. The essence of a public-private
partnership arrangement is the sharing of risks. Central to
any successful public-private partnership initiative is the
identification of risk associated with each component of the
project and the allocation of that risk factor to the public
sector or the private sector, or perhaps involving a sharing of
risk. Thus, the desired balance to ensure best value (for
money) is based on an allocation of risk factors to the partic-
ipants who are best able to manage those risks and thus min-
imize costs while improving performance.

Best value is also enhanced by the social benefits (i.e.,
educational or health) accrued through the ability to deliver
programs earlier than otherwise might have been possible.
The opportunity and ability to share resources with the pri-
vate sector through a long-term relationship allow the gov-
ernment to pursue initiatives that may not otherwise have
been possible for several years, had a partnership arrange-
ment not been achieved.

Through an array of techniques, the private sector can

apply its skills and resources to services that have traditional-
ly been provided by the government.™*

Region

A geographic area, typically comprising multiple communi-
ties and jurisdictions but sharing a common identity; a local-
ized labor and trade market; and transportation and distri-
bution networks. The interdependencies within a region
form the basis for its definition, as well as for the pursuit of
regional governance to increase regional competitiveness.

Regional Competitiveness

A region’s vigorous pursuit of a competitive edge in a rapidly
changing global marketplace. Building and retaining this
edge involves three steps: (1) understanding the region’s crit-
ical economic assets; (2) identifying the best market oppor-
tunities for the region; and (3) crafting a strategy that
exploits one to seize the other.™

Regional Governance
How a region thinks and acts as a region.

Regional governance is the method by which relations and
interactions within regions are coordinated through a com-
bination of mechanisms and network-like structures involv-
ing public and private actors. In economic development
terms, governance relates to the development of goals, strate-
gies, capacities, and instruments to advance sustainable
regional development.™

Strategic Plan for Economic Growth

A plan formulated from an analysis of a community’s and
region’s distinct competitive assets/advantages, matching the
exploitation of these assets/advantages to market opportuni-
ties within the global economy.

Underemployment

A condition where a portion of a community’s or region’s
population is employed but individuals are not earning
enough to maintain self-sufficiency.

Unemployment

All persons who had no employment during a reference
week, were available for work, except for temporary illness,
and had made specific efforts to find employment sometime
during the four-week period ending with the reference week.
Persons who were waiting to be recalled to a job from which
they had been laid off need not have been looking for work
to be classified as unemployed. The rate of unemployment is
the ratio of unemployed to the civilian labor force expressed
as a percent.™
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Advisory Committee Members

Ms. Deborah L. Wince-Smith (Chairperson)
President, Council on Competitiveness
Washington, DC

Mr. Richard “Casey” Hoffman (Vice Chairperson)

Deputy Attorney General of Texas for Families and
Children

Austin, TX

Mr. Brian J. Aungst, Sr.
Regional Director of Public Affairs, Bright House Networks
Clearwater, FL

Hon. Alan Autry
Mayor of the City of Fresno
Fresno, CA

Ms. Wanetta Ayers
Executive Director, Southwest Alaska Municipal Conference
Anchorage, AK

Ms. Rosa E. Bruce

Director, City of Casa Grande Housing and
Neighborhood Revitalization

Casa Grande, AZ

Ms. Linda Butts

Director, Economic Development and Finance Division
North Dakota Department of Commerce

Bismarck, ND

Mr. Robert Michael “Mike” Duncan, Sr.

Chairman, Inez Deposit Bank, FSB and Big Sandy Regional
Development Authority

Director, The Center for Rural Development
Inez, KY
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Dr. Mark R. Drabenstott

Director of the Center for the Study of Rural America, and
Vice President, Federal Reserve Bank of Kansas City
Kansas City, MO

Mr. Ronald C. Flanary

Executive Director of the Lenowisco
Planning District Commission
Duftfield, VA

Mr. Matt Kramer

Commissioner of the Minnesota Department of
Employment and Economic Development

St. Paul, MN

Mr. Theodore E. Liu

Director of the Hawaii State Department of Business,
Economic Development and Tourism

Honolulu, HI

Mr. James T. Martin
Executive Director, United South and Eastern Tribes, Inc.
Nashville, TN

Hon. Paul D. Pate
Mayor of the City of Cedar Rapids
Cedar Rapids, 1A

Dr. Phillip Singerman

Executive Director, Maryland Technology Development
Corporation

Columbia, MD

Ms. Dorothy A. Terrell
President and CEO, Initiative for a Competitive Inner City

Boston, MA

Hon. James E. West
Mayor of the City of Spokane
Spokane, WA



Endnotes

ii

iii

iv

vi

vii
viii

ix

xi
xii

xiii

xiv

xv

xvi

Larry W. Cox and S. Michael Camp. Kaufman
Foundation. “International Survey of Entrepreneurs,
Executive Report.” 2001.

International Economic Development Council (IEDC).
www.iedconline.org.

Humbolt Area Foundation. www.hafoundation.org.

Philip A. Singerman, PhD. “A Perspective on the
History of Federal Economic Development Programs.”
A paper presented to the Strengthening America’s
Communities Advisory Committee in Clearwater,
Florida. June 2005.

Singerman.

Mark Drabenstott, “A Review of the Federal Role in
Regional Economic Development,” a special report,
Center for the Study of Rural America, Federal Reserve
Bank of Kansas City, May 2005,

www.kansascityfed.org/RuralCenter/RuralStudies/
FederalReview_RegDev_605.pdf.

Drabenstott.
Singerman.

National Academy of Public Administration. “A Path to
Smarter Economic Development: Reassessing the
Federal Role,” November 1996.

Interview with Deborah Wince-Smith, President,
Council on Competitiveness. June 6, 2005.

National Academy of Public Administration.
Drabenstott.

Government Accountability Office, Economic
Development:: Multiple Federal Programs Fund
Similar Economic Development Activities, 2000.
GAO/RCED/GGD-00-220.

Regional Technology Strategies, Inc. Cultivating
Successful Rural Communities: Benchmark Practices at
Community and Technical Colleges, 2001.

Brian Dabson, “The Meaning of Entrepreneurship,” a
presentation to the Texas Entrepreneurship Summit:
Expanding Economic Opportunity, Austin, Texas,
March 29, 2005.

Emily Stover DeRocco, Assistant Secretary,
Employment and Training Adminisration, U.S.
Department of Labor. “Welcome Change.”

xvii Drabenstott, Abstracted.

xviii Government Accountability Office, Economic
Development: Multiple Federal Programs Fund Similar
Economic Development Activities, 2000.
GAO/RCED/GGD-00-220.

Public testimony of Pamella Dana, PhD, Director of
the Governor’s Office of Tourism, Trade and Economic
Development for the State of Florida. Clearwater,
Florida. June 2, 2005.

xx  Connecticut Assets Network.

xxi  Michael E. Porter. Abstracted from “Clusters and the
New Economics of Competition,” Harvard Business
Review. November/December 1998.

xix

xxii Council On Competitiveness.

xxiii Larry W. Cox and S. Michael Camp. Kaufman.

xxiv Dale G. Meyer, Professor Emeriti in Entrepreneurship,
Leeds School of Business, University of Colorado.

xxv Adapted from a statement by Dutch
academic/researcher Ruud Lubbers and from the
publication Global Transformations, Polity Press, UK,
1999.

xxvi Adapted from a paper by the Center for Innovation
Studies (THECIS).

xxvii Council on Competitiveness. “Innovate America,” 2005.

xxviiiCoudouel et al. “Poverty Measurement and Analysis.”
PRSP Sourcebook. World Bank, Washington D.C. 2002.

xxix The Canadian Council for Public-Private Partnerships.
www.pppcouncil.ca

xxx Drabenstott.

xxxi Marco Putz. Swiss Federal Research Institute WSL.
Abstracted from a paper presented at the Regional

Studies Association International Conference, May
2005.

xxxii U.S. Department of Labor, Bureau of Labor Statistics.
www.bls.gov.

SUMMER 2005 Economic Development America 31

* %k



About EDA Information Clearinghouse Partners

Part of the United States Department of Commerce, the Economic

Development Administration (EDA) provides grants for infrastructure

development, local capacity building, and business development to

help communities alleviate conditions of substantial and persistent unemployment
and underemployment in economically distressed areas and regions. Since 1965,
EDA has invested more than $16 billion in grants across all programs, including local
public works and special initiatives such as responding to natural disasters and
defense conversion, and has generated more than $36 billion in private investment.

For more information, visit www.eda.gov.

The International Economic Development Council (IEDC)
is the premiere organization for the economic devel-

opment profession. Serving close to 4,000 members,

IEDC is the world's largest professional membership INTERNATIONAL

organization providing a diversity of economic devel- ECONOMIC DEVELOPMENT

: ] : . COUNCIL
opment services, including research and advisory serv-

International Economic Development Council
734 15th Street, NW, Suite 900

Washington, DC 20005

ices, conferences, professional development and legislative tracking. Visit IEDC’s
website at www.iedconline.org to learn more about membership, upcoming events

and IEDC services.

The National Association of Regional Councils
(NARC) is the preeminent alliance for foster- i//]/ NARC

Building Regional Communities
ing regional cooperation and building

regional communities. For more than three decades, NARC has represented multi-
purpose regional councils of government that assist community leaders and citizens
in developing common strategies for addressing cross-cutting transportation, eco-
nomic development, air and water quality, social equity, growth, and other chal-
lenges, through advocacy, training, technical assistance and research. For more infor-

mation, visit www.narc.org.

For back issues of Economic Development America and to learn more
about EDA's information resources, follow the “Information Clearinghouse”

link at the bottom left of EDA's home page, www.eda.gov.



